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On May 16, according to Finance Ministry sources, Brazilian President Jose Sarney and his
cabinet had approved a series of national economic targets for 1988. These targets were in part
motivated by the government's need for an agreement with the International Monetary Fund to
facilitate rescheduling its foreign commercial bank debt. An IMF mission is currently occupied in
Brasilia with examining the country's production, financial and trade performance. The imminent
agreement with the IMF will mark the first of its kind over a three-year period, during which time
the government rejected Fund policies as "recessive," and introduced a moratorium on payment of
its foreign bank debt in February 1987. Although in November Brazil resumed interest payments,
the government has not officially ended the moratorium. Sarney has declared that the fiscal deficit
in 1988 will equal 4% of gross domestic product (GDP), down from about 5.5% in 1987. Next,
Brazilian officials predict a trade surplus of $12.6 billion this year, and $14 billion in 1989. Officials
emphasize that a principal objective of economic and finance policy is the maintenance of foreign
reserves at some $4.5 billion throughout 1988 and 1989. Next, in order to present a more favorable
image to foreign creditors, the government has reportedly agreed to accept foreign investment in
the domestic economy via converting $1.5 billion of its debt into equity capital within the next year.
On May 12, Citibank chief William Rhodes, chairman of the banks' restructuring committee based
in New York, said that he was hopeful an agreement could be resached by the end of the following
week. The negotiations are intended to bring Brazil up to date on its interest payments to the banks;
provide it with $5.2 billion in new loans; and, reschedule about $62 billion of medium- and longterm foreign bank debt over a 20-year period at a lower interest rate. As of late last week, the bank
committee reportedly had agreed on the surcharge margin over prevailing domestic interest rates
to be charged on both the rescheduled debt and the new loan. The current surcharge on Brazil's
medium- and long-term commercial bank debt is slightly less than 2 percentage points above the
Libor (the London interbank offered bank). The bank steering committee has agreed to reduce the
surcharge to 13/16 of a percentage point over the Libor. (Basic data from Prensa Latina, 05/16/88;
New York Times, 05/13/88)
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